sum of innumerable biographies. In the twentieth century, economic 
history, at least, began to exchange statistical drama—the gyrations 
of median income, the quiet revolutions in income tax, the 
proliferations of telecommunications, the dimensions of speculative 
bubbles, the whiplashing of markets, the computerization of the 
world—for the stalwart personalities. The First World War was an 
early transition point. 


2. Woritp War I ann Tue Great 1925-29 


SPECULATIVE BUBBLE 


Its outbreak in the summer of 1914 initially unnerved U.S. wealth- 
holders. As the European powers mobilized, the New York Stock 
Exchange, fearful that foreign dumping of securities might collapse 
prices, suspended trading and remained shut for almost four months. 
After trading resumed, however, the Dow-Jones Industrial Average 
soared in 1915 and reached a new high in 1916 as the U.S. economy 
began to hum with the profits of producing war material for Europe 
(not until U.S. entry into the war in 1917 did income taxes, excess- 
profits taxes, and government regulation begin to bite). 

The rate of inflation, war’s seemingly inevitable Fifth Horseman, 
peaked in 1917-19, but the price index continued to rise into 1920, 
by which point it had doubled. As in the Civil War, workers lost 
ground because their wages did not keep up. Farm prices, however, 
rose enough to catapault Iowa farm values to the record high for 
1920 shown in Chart 2.2. For business, weighty taxes and regulation 
kept wartime inflation from being the broad business incubator in 
1917-18 that it had been in Civil War days. 

War’s outbreak in 1914 withered the old Progressive impetus. But 
once the U.S. declared war and mobilized in 1917, government 
regulation of agriculture, industry, and railroads proceeded apace, 
fulfilling a tougher set of interventionist and even Socialist objectives. 
By years’ end Washington was operating the nation’s railroads. The 
War Labor Board, in turn, had forced collective bargaining and the 
eight-hour day on substantial segments of industry. 


Even so, the world war’s half decade was lucrative for corporations 
and the rich. In 1915 and 1916, the lush years before U.S. entry, the 
top 1 percent had roughly the same share of income and wealth they 
would register again in 1929. Companies supplying the military had a 
particular field day. From being just a munitions maker in 1914, 
duPont profited greatly enough from U.S. wartime seizure of German 
chemical patents to become a global force in that industry by the 
1920s. In the meantime, company profits jumped from $6 million in 
1914 to $82 million in 1916. The postwar value to duPont of plants 
built and governmentally underwritten in wartime was added gravy. 
Revealingly, some of the biggest drumbeaters for U.S. war 
involvement and profit-makers from it—J. P. Morgan, the duPonts, 
Marcellus Hartley Dodge, and Charles Schwab—were from families 
that had supplied the Northern military during the Civil War. 

The stock of Bethlehem Steel, run by Charles Schwab, leader of the 
Armor Trust, climbed from 33 in July 1914 to a wartime peak of 600. 
General Motors shares soared from 78 to 750. Copper profits went 
over the moon. An index of nine ordnance stocks jumped 311 percent 
in eighteen months. Stuart Brandes, in his history of U.S. war profits, 
recalled volatile profits and “tumultuous days on Wall Street and on 
regional commodity exchanges as fortunes were made and 
occasionally lost. Successful stock and commodity speculators became 
known, if male, as ‘warhogs’ and, if female, as ‘warsows.’ ” 

War, the reformers complained, was restoring the fortunes of 
capitalists that the Progressive era had put on the defensive, and 
subsequent investigators cataloged some egregious examples—over 
$1 billion spent for combat aircraft, with none delivered, and so on. 
Popular indignation faded with war memories, but rekindled after the 
1929 Crash returned bank and corporate behavior to the spotlight. In 
1935 the popular magazine American Mercury portrayed the war as 
“No. 4” in its series called “Thieveries of the Republic.” The 
“Merchants of Death” became another well-worn phrase. 

For all that wartime excess-profits taxes curbed the after-tax gains 
of the munitions business in 1917-18, a generation later the duPont 
family fortune would rank by some estimates with those of the 
Rockefellers, Mellons, and Fords (and within two generations some 


calculations put the duPonts ahead). As for mere millionaires, the 
near-doubling of prices between 1914 and 1919 combined with 
wartime opportunities increased their ranks to an estimated ten 
thousand. A new magazine called Forbes published its estimate of the 
top thirty: 


cHarT 2.3 The Thirty Top Wealth-Holders of 1918 


John D. Rockefeller (oil) $1.2 billion 
Henry C. Frick (steel) 225 million 
Andrew Carnegie (steel) 200 million 
George Baker (banking) 150 million 
William Rockefeller (oil, banking) 150 million 
E. S. Harkness (oil) 125 million 
Ogden Armour (meatpacking) 125 million 
Henry Ford (automobiles) 100 million 
W. K. Vanderbilt (railroads) 100 million 
Edward H. R. Green (banking) 100 million 
Mrs. E. H. Harriman (railroads) 80 million 
Vincent Astor (real estate) 75 million 
James Stillman (banking) 70 million 
Thomas F. Ryan (utilities, transit) 70 million 
Daniel Guggenheim (mining) 70 million 
Charles M. Schwab (steel) 70 million 
J. P. Morgan Jr. (banking) 70 million 
Mrs. Russell Sage (railroads) 60 million 


C. H. McCormick (farm mach.) 60 million 


J. Widener (transit) 60 million 


Arthur James (railroads) 60 million 
Nicholas F. Brady (transit) 60 million 
Jacob H. Schiff (banking) 50 million 
James B. Duke (tobacco) 50 million 
George Eastman (cameras) 50 million 
Pierre S. duPont (powder) 50 million 
Louis F. Swift (meatpacking) 50 million 
Julius Rosenwald (mail order) 50 million 
Mrs. Lawrence Lewis (oil) 50 million 
Henry Phipps (steel) 50 million 


Source: Forbes, March 2, 1918, p. 635. 


Pierre S. duPont was only one of a half dozen new additions. The 
turn of the century pattern of steel, oil, railroads, urban transit, and 
banking wealth was already being modified, even before the war, by 
the rise of a mass consumer market that elevated Henry Ford 
(automobiles), James Duke (tobacco), George Eastman (cameras), and 
Julius Rosenwald (Sears Roebuck mail order). Still, the pioneering 
Forbes list clearly had some omissions. Neither of the Mellon brothers 
were listed, nor several others who left centimillion-dollar fortunes 
within six or eight years. On their face the Forbes calculations would 
support the argument that the Progressive Era slowed the great 
fortunes. However, even allowing for the wartime tax bite, many of 
the under-$100 million estimates seem too small: James Duke, listed 
at $50 million, left $140 million in 1925, and copper baron William 
Clark, unlisted by Forbes, left a bit more in that same year. 

Weary of wartime taxes, wealthy Americans in March 1921 
welcomed the inauguration of the new Republican president Warren 
Harding, whose ten-member cabinet was collectively worth more 


than $600 million. They hoped that his promised return to 
“normalcy” meant a year like 1905 or 1909, when federal taxes and 
regulation had been neglible. The new treasury secretary, Andrew 
Mellon, second- or third-wealthiest man in the United States, was 
committed to stripping away the tax system’s burden on “wealth in 
the making.” In 1924 he would even publish a book to that end. 

Not that the government’s wartime role was entirely resented. The 
interaction of antitrust suspension with federal subsidies, wartime 
research, and military procurement accelerated the postwar success of 
industries resting on emerging technologies. The first automobile had 
been built in the 1890s, the first radio signals dated back to 1895, 
flight to 1903, the first electric power plant to 1881, and the 
telephone to 1876. What came together in the 1920s was consumer 
demand and commercial momentum. 

Although technology’s role in wealth creation goes back to the 
Renaissance, its commercial maturity and dependence on science 
came in the nineteenth century. Railroad securities built up the New 
York Stock Exchange in the 1840s. The steel industry matured around 
railroad demand. The turn-of-the-century trusts required a largeness 
of scale that rested on both the productivity of electric power and the 
protection offered by tariffs. The world war continued the pattern, 
speeding the development not just of telephones and electricity but of 
the new transportation infrastructure—highways, trucks, buses, 
automobiles, airports, and airplanes—that would displace the 
railroads. 


cHarT 2.4 The Technological Coming of Age in the 1920s 


AUTOMOBILE HOUSEHOLDS NET SCHEDULED NUMBER OF 


REGISTRATIONS WITH RADIO PRODUCTION OF AIR TRANSPORT TELEPHONES 
(THOUSANDS) (THOUSANDS) ELECTRIC ENERGY REVENUE MILES (MILLIONS) 
(IN MILLIONS OF FLOWN 
KILOWATT HOURS) 
1900 5.0 1.4 
L9LO 158.3 — 14,121 (1907) — 7.6 
1920 8,131.5 — 56,559 — 13.3 
1922 10,704.0 60 61,204 14.3 
1924 15,436.1 100 75,892 - 16.0 
1926 19,267.9 4,500 94,222 1,318 17.7 
1928 21,362.2 8,000 108,069 10,528 19.3 


1929 23,120.8 10,250 126,747 22,729 20.0 


More than any other innovation, automobiles dominated the 1920s, 
relocating everything from residential patterns to prostitution 
(sociologists Robert and Helen Lynd, in their famous study 
“Middletown,” reported that of thirty girls charged with “sex crimes” 
in the local juvenile court in 1924, nineteen had been in cars). The 
hierarchy of U.S. wealth underwent its own _ transformation. 
Automaker Henry Ford joined John D. Rockefeller as the second U.S. 
billionaire, and when the federal government published the top 
income taxpayers of 1924—the first and only time it did so—Ford 
and his son Edsel ranked second and third (see Chart 2.5). Mrs. 
Horace Dodge, whose family company made Dodge popularity second 
only to Ford’s in the early 1920s, was ninth. The upper list was a 
virtual oil and automotive fiefdom. 

Like railroads, automobiles brought their own huge ripple effect. 
Steel profited again, this time along with the oil, plate glass, tire, and 
highway construction industries. New enterprises of a lesser scale 
included service stations, auto dealers, taxi fleets, and highway 
maintenance. The rise of automobiles, by one 1929 calculus, created 
over four million jobs that had not existed in 1900, or roughly one- 
tenth of 1929’s average workforce. 

These foremost taxpayers, especially the top ten, were also the 
major wealth-holders. However, because many of the rich were 
arranging their affairs in order to sidestep the income tax—Secretary 
Mellon himself said so—the list has intriguing omissions. Three not 


present yet probably among the nation’s twenty richest were William 
Clark, also omitted by Forbes, publishing magnate Cyrus Curtis, who 
left $174 million in 1933, and Campbell Soup founder John T. 
Dorrance, who left $130 million in 1930. 


cHart 2.5 The Top Fourteen Federal Income Taxpayers of 1924 


John D. Rockefeller (oil) $6,278,000 
Henry Ford (autos) 2,609,000 
Edsel Ford (autos) 2,158,000 
Andrew Mellon (finance, oil) 1,883,000 
Payne Whitney (oil) 1,677,000 
Edward Harkness (oil) 1,532,000 
Richard Mellon (finance, oil) 1,181,000 
Anna Harkness (oil) 1,062,000 
Mrs. Horace Dodge (autos) 993,000 
Frederick Vanderbilt (land, railroads) 793,000 
George F. Baker (finance) 792,000 
Thomas Fortune Ryan (urban transit) 792,000 
Edward J. Berwind (coal) 722,000 
Vincent Astor (land, railroads) 643,000 


In wealth terms, the twenties ironically started with a groan, not a 
roar, when the inflationary wartime boom ended with a major 1920 
collapse in price levels, jobs, and stock quotations. The price index 
decline from 240 in 1920 to 200 in 1922 stands as its sharpest two- 
year drop, worse than any paired Depression years. 


Indeed, the depths of 1920-21 help explain why the early stages of 
the 1929-32 Crash didn’t seem so unprecedented. From $8 billion in 
1919, business profits buckled to just over $1 billion in 1920. Foreign 
trade plummeted by 40 percent, the Dow by 47 percent (from its 
November 1919 high), and farm prices by nearly 50 percent. 
Bankruptcies tripled, 453,000 farmers lost their farms, and 
unemployment jumped to about 15 percent. The number of 
millionaires probably dropped from ten thousand to six thousand. 
Despite the bottom in 1921, voters were still angry enough in 1922 to 
hand the new Republican administration a huge midterm election loss 
of eighty-three House and Senate seats. 

The great twenties boom itself arguably began in late 1924. 
Construction was surging, the Dow-Jones Industrial Average punched 
through the previous high (116 back in 1919), and Calvin Coolidge, 
who became president after Harding’s death in 1923, won his own 
landslide election in November, putting the Republicans back in solid 
control of Congress and the Washington agenda. 

The years after the Civil War had ushered in a rare convergence of 
favorable circumstances for northern industrialists, and so did the 
1920s. However, the attention that the Civil War era merited in 
chapter 1 as a revolution in wealth and capital, the twenties require 
as a major economic bubble—a revolution of wealth and capital too 
speculative and thus aborted. The ingredients are important, and 
many would repeat again in the 1980s and 1990s. As chapter 7 will 
amplify, periods of war-generated inflation have often been followed 
by disinflationary booms—the Gilded Age, the 1920s, and the 1980s 
and 1990s—in which many Americans are left out, but heyday 
psychologies dominate until a major bubble breaks. 

This pattern was vivid in the twenties. Conservatism held sway 
over both major parties, and when Wisconsin senator Robert La 
Follette ran for president as a third-party Progressive in 1924, his 
16.6 percent of the national vote—concentrated in farm, mining, and 
urban labor districts—was taken as proof of no great appeal amid a 
prevailing bipartisan conservatism. 

Tax cuts were the first pillar of boom-era politics. In 1921 the GOP 
Congress had repealed the excess-profits tax and reduced the 


maximum income surtax from 60 percent to 40 percent. Then the Tax 
Act of 1926 in turn repealed the gift tax and reduced the income 
surtax and estate-tax maximum rates from 40 percent to 20 percent. 
In addition, Secretary Mellon’s massive combination of upper-bracket 
tax cuts, refunds, and remissions, legal and otherwise, threw kerosene 
on what were still small speculative fires. 

Reduced federal spending, a second encouragement, took shape as 
Woodrow Wilson’s wartime budget deficits morphed into peacetime 
surpluses big enough to reduce the federal debt from $24 billion in 
1920 to just $16 billion in 1930. 

Deflation, the third fuel, replaced wartime inflation. The happy 
combination of mild deflation and a large budget surplus, a first since 
the 1890s, allowed the Federal Reserve System and the banks to 
pursue precisely the expansive monetary policy—abundant credit at 
relatively low interest rates—businessmen and investors craved. 

Easy consumer and private mortgage lending, the fourth tinder, fed 
the boom by more than doubling from $17.3 billion in 1922 to $38.3 
billion in 1929. The siren song of advertising (especially through the 
new radio broadcasts), paired with the new temptations of 
installment credit, served to convince millions of Americans to buy 
Dodge coupes, Frigidaires, oil heating systems, and Chris-Craft 
mahogany speedboats. With 1927-29 wage levels only slightly higher 
than in 1919-20, many people bought the new semiluxuries with 
money diverted from necessities. The Lynds, in their study of 
Middletown, found telling examples. Of twenty-six working-class 
families lacking bathroom facilities, twenty-one had automobiles. 
Companies like Beneficial Finance and Household Finance, small 
potatoes in 1920, grew 30 percent a year. Buying on time soared from 
several hundred million dollars a year in 1920 to $7 billion by 1929, 
by which time extending credit to consumers had become the nation’s 
tenth biggest business. 

Rising industrial productivity and accelerating corporate, bank, and 
utility mergers added more combustion. Productivity rose through the 
rapid spread of electric power and machinery as well as through new 
forms of communications—autos, trucks, highways, proliferating 
telephones, office machines, and suchlike. Output per man-hour for 


manufacturing workers rose from 44.6 in 1920 to 72.5 in 1929, most 
of which went into profits, not wages. The average year-to-year 
increase of 5.6 percent exceeded that of any other twentieth-century 
decade. The gains in the automobile industry, 1,300 percent between 
1900 and 1926, anticipated those in computers seventy years later. 

Corporate restructuring through mergers and holding company 
formations, sometimes good for productivity, also helped investment 
bankers and promoters to price up assets and stock offerings. In 1919, 
89 mergers had involved 527 concerns; in 1928, 201 mergers 
repackaged 1,259. So many family businesses were pulled into the 
corporate orbit that nearly 20 percent of U.S. national wealth shifted 
from private to corporate hands. So enlarged, the corporate share of 
national wealth rose to about 30 percent, and the largest 100 
corporations came to command about half of the total U.S. industrial 
net income. Holding companies were another highlight of twenties 
restructuring. According to the New York Stock Exchange, of the 573 
companies whose stock was traded actively in 1928, 395 were both 
holding companies and operating companies, and 92 did nothing but 
hold other companies’ securities. 

In retrospect, of course, the blaze of opportunity was turning into a 
speculative conflagration. Paper entrepreneurialism helped make the 
boom of the twenties much more stock market-driven than even the 
booms of 1898-1901 and 1904 to 1907, which had also accompanied 
restructurings—the rise of the great trusts and the Morgan- 
orchestrated rationalization of industry after industry. As a greater 
share of the national economy came under the corporate umbrella, 
more of its components and transactions were also being financialized 
—pulled within the (rapidly expanding) purview of bank loans, 
securities, or financial markets. 

The mania for common stock was also telltale. Until the twenties, 
the preferred stock of corporations had been just that—senior 
securities preferred by investors over common stock because of their 
cash dividends. Trading volume in common stock was constrained 
accordingly. Then, in 1920, the U.S. Supreme Court ruled that 
corporate dividends paid in stock were not taxable. Thereafter, the 
twin psychologies of sidestepping ordinary income tax rates and 


speculating for capital gains instead of seeking cash dividends pushed 
common stock to the forefront. New offerings grew from $30 million 
a month in 1926 to $800 million a month in early 1929 and a billion 
dollars a month by late summer. 

New investment vehicles and devices also helped to heighten the 
speculation. Investment trusts, introduced in 1921, by 1929 had 
taken in $8.5 billion from four and a half million Americans. Other 
new techniques and devices ranged from Ponzi schemes to bucket 
shops (outlawed in 1935) and telephone-equipped boiler rooms. The 
leading commercial banks pumped millions into stock pools, whose 
objective was to pump up stock values and then unload them on a 
misled public. 

Despite the importance of the Federal Reserve, it was not the only 
source of the boom’s essential fuels—money and liquidity. The short- 
term, day-to-day “call loans” available to speculators at 5 percent or 
10 percent interest rates in 1921 also grew like a spring flood. Their 
volume climbed from a billion dollars or so in 1923 to about $8 
billion in the autumn of 1929. Near the peak, as call money rates 
touched 15 or 20 percent, banks like J. P. Morgan & Co. and New 
York’s National City as well as corporations led by Standard Oil, 
Electric Bond & Share, and Bethlehem Steel vied to provide more 
funds. 

Stockowner ranks expanded from under one million in 1914 to a 
plausible estimate of six to nine million individuals and some five to 
six million households (out of 29 million households in the nation) in 
1929. “Ma Bell” alone—the American Telephone and Telegraph 
Corporation—had 139,000 shareholders in 1920 and 567,000 in 
1930. This influx helps explain both the editorials about the new 
“democracy” of share ownership and the Dow-boosting expansion of 
annual volume on the New York Stock Exchange from 143 million 
shares in 1918 to 1.125 billion in 1929. 

Such were the unprecedented economic underpinnings—the pillars 
and beams, kindling and kerosene—of the first of the great twentieth- 
century wealth constructions (the fortunes of 1900-1914 must be 
considered extensions of the 1880s and 1890s). Each year brought a 
more splendid facade. Corporate profits rose by an average of 9 


percent a year from 1923 to 1928. The Dow-Jones Industrials soared 
from 63.90 in August 1921 to 381.17 in September of 1929. 
Individual income and wealth shot up like Jack’s beanstalk. 
Millionaires multiplied from something like 5,000—7,000 in 1921 to 
15,000—20,000 in 1927, and, finally, to 25,000-35,000 at the bull 
market peak. Where 75 persons had paid taxes in 1924 on annual 
incomes over a million dollars, 283 did in 1927, and 519 for 1929, 
even after Black Thursday and autumn’s other dark and gloomy days. 

While the markets were setting records and economists talked 
about a new plateau of permanent prosperity, businessmen, 
financiers, and Republicans vied with each other in taking credit. 
Skeptics, though, were identifying weaknesses and inflammabilities. 
In one of 1929’s most percipient books, Prosperity: Fact or Myth, 
author Stuart Chase laid out the sectors where fast cars, bootleg gin, 
margin accounts, and rising hemlines were most in evidence—the 
financial markets, major corporations, emerging technology 
enterprises, the rapidly growing suburbs, urban silk stocking districts, 
the Middle Atlantic states, the Great Lakes, and California. On the 
other hand were those whom fortune had bypassed: the Farm Belt, 
much of the South, the mining districts and railroad towns, the bleak 
mill canyons of New England, the poor big-city districts and racial 
ghettos, and the ranks of the unskilled labor force. Poverty was 
rampant. 

The boom’s base, Chase contended, was simply too narrow, which 
echoed the complaints of farm and labor leaders. The farm districts, 
where nearly one-third of the U.S. population still lived, had 
staggered in 1920-21 when crop prices fell by half and never 
regained their footing. The 15 percent of national income going to 
farm families in 1920 declined to 9 percent in 1929. Farm production 
dropped from a value of $21.4 billion in 1919 to $11.8 billion in 
1929 even as manufacturing revenues and stock market indexes 
soared. Elsewhere in the workforce, carpenters, plumbers, and 
electricians thrived, but not miners, railwaymen, or unskilled 
laborers. 

Detailed federal jobs data was still lacking, but the impact of 
technology seems to have been devastating to many workers, 


however cheering it was to investors or middle-class householders. 
Wesley Mitchell, one of the decade’s best-known economists, reported 
in 1929 that “the supply of new jobs has not been equal to the 
number of new workers plus the old workers displaced. Hence there 
has been a net increase in unemployment between 1920 and 1927, 
which exceeds 650,000 people.” Even in 1928, a municipal survey in 
Baltimore found unemployment near 42 percent. The AFL-CIO 
estimated that nearly 18 percent of union members were out of work, 
and one congressional estimate set joblessness at eight million 
nationally, which would have been close to 15 percent of the 
workforce. 

Although the national income grew by 20 percent during the 
decade, the top 5-10 percent of U.S. families absorbed about half of 
the gain. The two-thirds of U.S. households living on annual incomes 
below $2,000—the supposed budget required for health and decency 
—might have gotten a quarter of the increase, but Chase speculated 
that little was used for better food, housing, or education. Instead, it 
was “applied to appease the clamoring salesmen of the new standard 
of living with their motor cars, radios, tootsie-rolls, silk-stockings, 
moving pictures, near-fur coats and beauty shoppes.” 

His prophetic skepticism, published as the Crash was beginning, 
identified how the weakness of rising productivity lay in eliminating 
jobs and overrewarding the wealthy. This, in turn, led to twin 
hazards: a greater supply of goods than underpaid Americans could 
long consume and speculative excesses by the wealthy. This boom-era 
architecture, more vaulting than careful, helps explain why wealth 
levels collapsed so far from their artificial 1929 heights. 

The Crash itself hardly came without warning. As stock mania grew 
in the spring of 1927, President Coolidge sent for Professor William Z. 
Ripley of Harvard, who had just brought out a critique entitled Main 
Street and Wall Street. The two spent almost a day together, and after 
Ripley described the “prestidigitation, double-shuffling, honey- 
fugling, hornswoggling and skulduggery” behind the soaring Dow, 
Coolidge asked what he, the president, could do. Ripley replied that it 
was a state matter: New York, not the White House, had authority 
over the New York Stock Exchange. In late July, Coolidge gave a 


speech in Indiana commenting on the low wages of unskilled workers 
amid stock market rocketry, and a few days later he announced that 
“T do not choose to run for president in 1928.” One can only speculate 
whether he feared what might be coming. 

Jitters increased with each of 1928’s minicrashes—one in June, and 
then another in mid-December that followed November’s big “Hoover 
market” celebrating the GOP’s presidential landslide. As 1929 clocked 
in, the financial editor of the New York Times predicted that the bull 
market would end that year in a stupendous crash. Herbert Hoover, 
right after his March inauguration, urged newspaper publishers to 
editorialize against speculation, shared his worries with the Federal 
Reserve Board, convinced Treasury Secretary Mellon to caution 
investors, and sent Vice President Charles Curtis to the New York 
Stock Exchange to call for moderation. 

In the 1980s, conservative tax-cut theorists and market utopians 
would call for the reenactment of the twenties as an economic 
triumph botched only by government mishandling, but their 
grandfathers knew better. Even the Republican Congress of 1929 was 
part of a wall of worry. In February the Senate had passed a 
resolution asking the Federal Reserve to provide advice should 
legislation become necessary to curb speculation. Up in Manhattan, 
Benjamin Strong, president of the New York Federal Reserve Bank, in 
mid-1928 just months before his death, had been worried about “a 
calamitous break in the stock market.” This was well before the 
Federal Reserve Board in Washington warned in March 1929 that 
stock prices were highly inflated. However, after one interest-rate 
increase in 1928, nothing more was done until August 1929, when 
the Federal Reserve jumped the rediscount rate from 5 percent to 6 
percent. 

Part of the speculative mania reflected assurances that a New 
Economy was in place and that the establishment of the Federal 
Reserve System in 1913 had all but abolished the old business cycle. 
John Moody, founder of the credit ratings agency, had made the same 
point. Yale economics professor Irving Fisher offered his famously 
mistaken analysis that stock prices had reached “what looks like a 
permanently high plateau.” In 1932 financier Bernard Baruch, an 


embarrassed Pollyanna, recalled that, “In the lamentable era of the 
‘New Economics’ culminating in 1929, even in the presence of dizzily 
spiraling prices, if we had all continuously repeated ‘two and two still 
make four,’ much of the evil might have been averted.” 

The Dow-Jones Industrial Average, after spending the first part of 
1929 in a range slightly above 300, put on a summer sprint to 
September’s peak of 381. Over the next three years, and predicted by 
hardly anyone, the Dow tumbled 340 points, bottoming in July 1932 
at 41. 

The term “Crash” is also a bit of a misnomer. Despite unfolding into 
the biggest economic downturn in U.S. history and a grim reaper of 
net worth from Bangor to San Diego, the events of 1929-30, unlike 
previous panics, caused no major investment firm to fail during that 
time. Pynchon & Co. was the first in 1931. From September 1929 to 
August 1932 the market averages took almost three years to fall the 
distance climbed in the previous eight. After a winter rally following 
the brutal first autumn, there was no new precipice, just a long 
downhill slope. 

Commentators usually explain the market’s descent as a blend of 
several causes. One involved how the 1928-29 overproduction of 
goods, which the public could not afford to keep buying, was already 
hinting a recession, so that autumn 1929 weakness in construction 
and auto and steel production helped prime the stock market for 
scared selling. A second blamed Federal Reserve willingness to let the 
money supply shrink in 1930-32 for turning a bad recession into a 
depression. Nor was there any other global “lender of last resort.” 

By a third explanation, stock market tremors had_ scared 
overextended banks in the U.S. and abroad into cutting back loans 
and international trade financing, which deepened the economic 
crisis. A fourth factor was the collapse in the mid and late twenties 
not just of U.S. crop prices but of international commodity prices—in 
rubber, coffee, sugar, and tin, among others. And most experts 
concurred that souring business and consumer confidence and the 
widening 1930-33 failures of U.S. and foreign banks fed one another. 

The economist J. Kenneth Galbraith put more emphasis on the 
ripple effect of the stock market itself. The initial autumn free fall, 


which knocked the Dow down by some 40 percent, spread into the 
real economy—as, for example, declines in freight-car loadings, 
commodities, and steel ingots. And once the stock slide resumed in 
spring 1930 following the late-November to March rally, the market 
slump remained a relentlessly negative psychological backdrop 
through mid-1932. 

In his America in the Twenties, Geoffrey Perrett tied the early 
innings of the depression in 1930 to a less-examined causation: the 
year’s sharp falloff in demand for consumer durables. Cars and houses 
led the decline, demand having been sated by the huge purchases of 
1923-29, which buyers managed by taking on record levels of debt. 
Consumers, who accounted for 92-94 percent of national spending, 
began shutting their wallets in reaction to the layoffs and the stock 
market panic. Consumer spending finished 1930 at $70.5 billion, 
down from $78 billion in 1929. 

Wholesale and retail prices joined the retreat, and by late 1930 
unemployment was rising sharply. Corporate profits were beginning 
to implode, as Chart 2.6 shows. Such was consumer debt hangover 
after the boom’s spending binge that in 1932, interest payments 
consumed 20 percent of national income. Many people simply walked 
away from their cars, houses, or debts between 1930 and 1932, 
handing the keys to already wobbly banks. 

If the Depression has many explanations, the details of its wealth 
destruction are surprisingly sketchy. No magazine profiled 1929’s big 
losers. Forbes published no 1931 “top thirty” follow-up to its solitary 
measurement back in 1918. 

However, because the rich of the 1920s and 1930s got about three- 
quarters of their income from dividends and capital gains, the 
corporate and securities debacles had to be devastating. The market 
value of the stocks traded on the New York exchange alone dropped 
from $89.6 billion on December 1, 1929, to $15.6 billion on July 1, 
1932. The ranks of millionaires slimmed almost in proportion, from 
25,000—35,000 in 1929 to some 5,000 in 1932-33. 

Not a few fortunes simply slid off the market’s cliff. Most had their 
belts taken in substantially. The Fisher brothers, who sold their 
coach-work business to General Motors, saw their $300 million shrink 


to $100 million. Utilities magnate Samuel Insull’s net worth collapsed 
from $150 million in 1929 to nothing. Even the bluest of blue-chip 
industrials lost 60 to 80 percent of their value between 1929 and 
1932. Heirs to a $4 million estate in the summer of 1930 might well 
have seen the assets halved before distribution to legatees. 

Among the very rich, the holdings of the automotive Fords, 
chemical duPonts, petroleum Rockefellers, and diversified Mellons 
survived, especially where tied up in trusts. But because of the stock 
market collapse and consumer retrenchment, new technologies like 
radio, aviation, movies, and telephones failed to launch the usual new 
great fortunes. Joseph P. Kennedy, whose new fortune included the 
RKO theater chain, was the principal exception. Eldridge Johnson of 
Victor Phonograph was a lesser one. 

Technology stocks epitomized the collapse as they did the bubble. 
The Radio Corporation of America (RCA), one of the decade’s most- 
traded stocks, became a symbol of its excesses. Selling at $2.50 a 
share in 1921, it went to 85 in 1928 and then 549 in 1929 before 
crashing to peanuts in 1932. General Motors plummeted from 73 in 
1929 to a paltry 8 in July 1932. Ryan Aeronautic, another favorite of 
speculators, surged from 69 to 289 during 1928 and then crash-dived 
in 1929. American Telephone and Telegraph sank from 304 to 72. 
Shares in Samuel Insull’s ill-fated personal utility holding company 
went from $7.54 each in early 1929 to $150 by August and then to 
bankruptcy three years later. 

So extraordinary, so golden, was 1929, despite autumn’s setback, 
that the top 1 percent of Americans (making over $5,000 a year) 
wound up flush with 15-17 percent of that year’s national income, 
and the top 5 percent received 32 percent. In terms of holdings, the 
top 1 percent had between 37 percent and 44 percent of overall U.S. 
wealth in 1929, depending on the calculation. An economist formerly 
at the National Bureau of Economic Research appended a few 
additional nuances: the top 1 percent had 83 percent of the liquid 
wealth, while the top one-twentieth of 1 percent—38,889 persons— 
accounted for 30 percent of U.S. savings. All of these shares, highly 
abnormal, would go unmatched for another seven decades. As for 


millionaires, their implosion was enormous, but no nationwide count 
was ever attempted. 

The digits 1929 became a quick, unadorned shorthand for disaster. 
Industrial production and corporate profits did not regain those highs 
until 1940. And during the disenchanted 1930s, a citizenry digging 
out from the debris of broken promises and shattered assumptions 
would rally round a president ready to point a finger of blame. The 
1920s’ admiration for wealth would become 1930s’ distrust. 


3. THe New Dear, Worip War II, AnD THE 
“Goop Boom” oF THE FIFTIES AND SIXTIES 


To adults who had experienced the short but deep slump of 1921-22, 
the downturn of mid-1930 was as yet no shattering event. The 
Republicans lost congressional seats that year, but not as many as in 
1922. It was in 1932, 1934, and 1936 that voter recriminations 
finished the Republicans as the nation’s governing coalition. The 
depth of political realignment matched the depth of economic 
depression. 

By Roosevelt’s inauguration in March 1933, pig iron production 
had dropped back to 1896 levels. Farmers were killing their hogs, 
dumping milk, and burning grain for fuel because prices had 
collapsed. Unemployment was close to 25 percent, and the failure of 
five thousand banks wiped out nine million savings accounts. Even as 
the new president took office, governors all over the United States 
were declaring bank holidays. The gross national product had shrunk 
from $103 billion in 1929 to $90 billion in 1930, $75 billion in 1931, 
and $58 billion in 1932 before bottoming out in 1933 at $56 billion. 
Thereafter it rebounded to $65 billion in 1934, $72 billion in 1935, 
and $83 billion in 1936, only to slide again in late 1937 and early 
1938, briefly rekindling queasiness about another deep descent. 

The blow to America’s wealth-holders came from many directions 
—slumping confidence, crumbling banks, and a depressed economy. 
Yet, as in the 1890s and 1900s, rising and falling corporate stock 
market valuations were the principal vehicles. Chart 2.6 shows the 
striking correlation between the collapse and slow resurrection of 


